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ABSTRACT 

A study examined whether point of entry into the work 
force affects earnings growth and employment stability. The 
Pennsylvania Regional Economic and Social Information data set (a 57* 
sample of workers whose wages were reported to the state's 
unemployment insurance program in 1969-1991) served as the study 
population. Analyses of the earnings growth experienced by workers 
.who began working in the service, retail trade, and food service 
sectors before 1984 demonstrated real earnings increases by 1991 of 
up to 169/1, 1857., and 4707., respectively. Workers who began working 
in 1984-1987 showed roughly two-thirds as much earnings growth as 
prior groups of work force entrants. Further analysis established 
that even when the relatively low entry-level wages of service 
industry workers compared to the entry wages of workers in 
manufacturing/heavy industry are taken into account, entry-level 
service and retail trade workers improve their economic status in 
absolute and relative senses. It was concluded that welfare reform 
should not be predicated on the notion that the entry-level wages 
offered in the industries where those leaving welfare can find 
employment are the only wages those workers can ever expect. (Eleven 
tables/figures are included. Appended are data about private sector 
entrants in 1975-1991.) (MN) 
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Ihe Employment Policies Institute 
Foundation is a non-profit research or- 
ganization dedicated to expanding em- 
ployment opportunities at all levels in 
America 's economy. In particular, EPIF 
believes that entry-level positions often 
provide the best job-training and educa- 
tion programs that many Americans, es- 
pecially young Americans and those 
seeking to move from welfare to work, 
can have. By ensuring that these entry- 
level opportunities are preserved for 
those seeking a port of entry into the 
workforce, America can make substan- 
tial improvements in both unemployment 
and long-term productivity. 



EMPLOYMENT 

POLICIES 

INSTITUTE 

FOUNDATION 



EARNINGS GROWTH AND EMPLOYMENT 
STABILITY OF WORKFORCE ENTRANTS 
DOES THE POINT OF ENTRY MATTER? 



FREDERICK ]. TANNERY 
University of Pittsburgh 



A major thrust of ''welfare reform" has been the need to move welfare recipients into work. At the 
same time, concern has been voiced that the long absences from the workforce associated with wel- 
fare receipt, combined with the relatively low skills of this population, will inevitably steer many 
of them to entry-level work at entry-level wages. The desire to enforce work requirements is then tem- 
pered by concern over long-term earnings viability — will entry-level employment lead to long-term earn- 
ings growth or to income stagnation? In short, will work prove more rewarding than welfare in the long 
run? 

In this report Dr. Frederick Tannery proves that fears of stagnation at the entry-level wage are un- 
founded. Low initial earnings do not lead to a lifetime of low-wages. No matter the industry in which 
people gain an entry point into the workforce, they nearly always change jobs and industries, trading up 
on their experience and acquired skills to obtain higher-paying employment. After just a few years, 
workers who began by working in historically low-paying sectors like retail trade and services, in rela- 
tively unskilled occupations (cashiers and sales help, for example), are virtually indistinguishable on the 
basis of their earnings from workers who began their employment in proverbial "good" jobs like manu- 
facturing. 



Earnings Growth from the Entry-Level 

Earnings growth is a function of continued presence in the workforce. Dr. Tannery's finding show 
that individuals who began working in the service sector prior to 1984 showed real earnings growth of 
up to 169 percent by 1991. Those who began working in the trade sector (primarily retail trade) showed 
growth of up to 185 percent over this same period. And, those who began their work 
lives in food service employment (a sub-sector of the trade industry frequently criti- 
cized for its low initial wages), showed earnings growth of almost 470 percent — a 
five-fold increase in their real, inflation-adjusted earnings. This increase in earnings 
is particulai'ly striking given that fully 22 percent of the job entrants in this study 
started their work histories in the food service industry. 



Even those workers 
who do not change in- 
dustries continue to 
show earnings in- 
creases — they still 
manage to more than 
double their earnings. 



Those who began work in later years showed commensurately lower earnings 
growth, reflecting their shorter workforce tenure. The group of workers who started 
work in 1984-1987, for example, showed roughly two-thirds as much earnings 

growth as prior groups of workforce entrants. Nevertheless, they still achieved major improvements in 
their wages. Service workers showed an increase of almost 1 10 percent in their earnings by 1991, trade 
workers experienced real earnings gains of close to 140 percent, and the food service workers showed a 
285 percent increase in wages. By 1991 all of these groups had more than doubled their real earnings. 

This substantial earnings growth reflects the massive number of job changes that take place among re- 
cent entrants to the workforce. Within five years only about 10 percent of workers, regardless of 
whether they began by working in manufacturing or services, are still employed in the same industry 
where Ihcy took their first job. These job changes lead to dramatically enhanced earnings. Yet even 
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those workers who do not change industries continue to show earnings increases — they still manage to 
more than double their earnings. 

Earnings Growth Relative to Other Workers 

One of the reasons that workers in food service and other trades show such robust earnings growth is 
that their wages were relatively low to begin with. Yet comparing earnings of these individuals to those 
of workers who entered the workforce through manufacturing and heavy industries shows that low- 
wage, entry-level workers improve their economic status in both an absolute and relative sense. For ex- 
ample, the group that began work in services prior to 1984 had starting wages only 58 to 67 percent as 
high as those of manufacturing workers. Yet by 1991, these service workers had 
earnings greater than workers who began in manufacturing. Not only had 
they closed the gap, they had reversed it. Food service entrants, who began 
their work histories earning only 24 percent as much as manufacturing workers, 
had by 1991 narrowed this gap to between 89 and 92 percent, a relatively small dif- 
ference of about $2,000 dollars a year. 

Again, commensurately smaller relative earnings changes took place among 
later workforce entrants, reflecting their shorter time in the work place. Even so, 
significant changes took place in relative earnings: entrants in services between 
1984 and 1987 began by earning only 27 percent as much as manufacturing en- 
trants. By 1991, this gap had narrowed so that they earned 71 percent as much as 
workers who began in heavy industry. 

The message for welfare reform is clear: focusing on initial rather than long- 
term earnings fails to capture the crucial benefits that accrue from a continued pres- 
ence in the workforce. Welfare reform should not be predicated on the notion that the entry-level wages 
offered in the industries where those leaving welfare can find employment are the only wages these 
workers can ever expect. The role of work in securing higher earnings is fundamental. And, as this 
study shows, the evidence of earnings growth is overwhelming. 

About the Data 

This report was based on the Pennsylvania Regional Economic and Social Information (PRESI) data 
set. This is a 5 percent sample of all workers whose wages were reported to the state's unemployment 
insurance program at any time between 1969 and 1991. (Wage reporting to the unemployment insur- 
ance program establishes eligibility for benefits under the program but is not synonymous with a spell of 
unemployment.) The PRESI dataset contains observations on over 700,000 workers. 

Carlos Bonilla 

Employment Policies Institute Foundation 



After just afezv 
years, workers who be- 
gan by working in his- 
torically low-paying 
sectors like retail trade 
and services are virtu- 
ally indistinguishable 
on the basis of their 
earnings from workers 
who began their employ- 
ment in proverbial 
''good'' jobs like manu- 
facturing. 
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Employment gains during the 1980s were not evenly distributed over industrial sectors. Of the 17 
million newly created jobs, 15 million were in the trade and service sectors. Overall manufactur- 
ing employment, on the other hand, was stagnant while the well-paying durable manufacturing sec- 
tor reported losses of 453,000 jobs. Critics of the economy's performance contend that the economy 
offered fewer "good" jobs in 1990 than it did in 1980 and that the The trade and service industries are 

fast-growing trade and service sectors provide only low-wage, part- important ports of entry into the labor 
time jobs with little opportunity for advancement, no fringe benefits, market where inexperienced workers 
and no economic security. acquire skills and discipline that qualify 

These critics fail to recognize important labor market dynamics. ^^^^^^ better-paying positions in these 
The trade and service industries are important ports of entry into the ^^^^^tries and elsewhere. 
labor market where inexperienced workers acquire skills and discipline that qualify them for better-pay- 
ing positions in these industries and elsewhere. Furthermore, the trade and service industries offer more 
first jobs to many people who would most likely be unemployed without them. 

Most importantly, the renewed interest in reforming the welfare system to include a strong work com- 
ponent forces us to assess how much earnings mobility takes place at the entry level. The long-run suc- 
cess of welfare reform relies on the ability of individuals making welfare-to-work transitions to not only 
secure employment in the short-term, but also realize increases in earnings beyond the entry-level wage. 

The strong earnings gains found among new entrants into the workforce, especially among those 

who began their work histories in low- wage sectors such as food , r /r 

. J 1 . • c 'Ci . . ' -r The lonQ-run success of zvelfare 

service, demonstrates that it is quite feasible to expect significant im- , . l.-!-/ r - j- -j / 

, • r 1 1 reform relies on the ability of individuals 

provements in the earnings of low wage workers. , . ,r ^ r / -x- x 

^ o o making welfare-to-work transitions to 

This report examines the employment and earnings history of new yiot only secure employment in the short- 

entrants into the workforce in Pennsylvania between 1975 and 1991. term, but also realize increases in eam- 

I then compare findings for the state with those for the nation. In par- ings beyond the entry-level wage. 

ticular, I focus on workforce entrants into the fastest-growing and 

lowest-paying two-digit Standard Industrial Classification (SIC) industry. Eating and Drinking P-aces 
(SIC 58), hereafter food service. During the 1980s, food service grew by a robusi 32.3 percent; by 
1990, the industry provided jobs for 5.66 million U.S. workers. 

I use a new data set that contains longitudinal wage histories of a 5-percent sample of workers cov- 
ered by the Pennsylvania Unemployment Insurance (UI) program. This report highlights the employ- 
ment and earnings one, three, and five years following entry. 

The most notable findings of this report arc: 

• Ecting and Drinking Places offered initial employment to 19.4 percent of Pennsylvania workers de- 
spite having only a 4.5 percent share of the state's employment. 

« 



• While the number of labor force entrants fell as Pennsylvania's economy deteriorated during the 
early 1980s, the percentage of entrants in the food-service sector increased from 15 percent in 
1975 to 23 percent in 1987 before falling to 21 percent in 1991. 

> Most food-sector entrants work part-time at or near the minimum wage. Most entrants are high 
school age, and a small majority are women. 

• First jobs typically last for a short period. Most entrants into all industrial sectors change industries 
within a year. Fewer than 20 percent of entrants are in the same industry three years after entry 
and only 1 1 percent of entrants outside the service sector are in the same sector after five years. 

• Food-service entrants report lower earnings than other entrants and those who stay in the sector 
have lower earnings growth than do industry changers. For the large majority of all entrants who 
change industries, earnings five years after entry are largely unaffected by the industry of initial 
employment. 

• Food-service entrants enjoy the largest earnings gains as they move from part-time to full-time 
jobs, and from low-wage to higher-wage industries. Earnings differences at the end of our study 
period for those who found jobs prior to 1984 are small. 

• The trend in food-service employment in Pennsylvania during the study period is remarkably simi- 
lar to the national trend, although a smaller proportion work in the sector in the state. 

• Entry into food service shows sharp seasonal swings and varies directly with total food-service em- 
ployment and the population of potential entrants. Higher unemployment rates and increases in 
the minimum wage reduce the number of openings for inexperienced workers. 

Data 

The Pennsylvania Regional Economic and Social Information (PRESI) data set is a 5-percent sample 
of workers covered by the state's Unemployment Insurance (UI) program at any time between 1969 and 
1991. (Coverage under the UI program is not synonymous with a spell of unemployment. It merely 
identifies an individual as eligible for benefits). It was assembled, from administrative records of the 
Pennsylvania Department of Labor and Industry and hence avoids the reporting errors that plague other 
longitudinal surveys of workers when information is obtained retrospectively. The data include detailed 
information about a worker's principal employer in each year, including firm size, principal industry, 
and county of operation.^ The data set also reports business reorganizations such as mergers and acqui- 
sitions. Reporting of quarterly earnings allows for precise measurement of earnings and earnings 
growth. Administrative data from 1979 also provide information on claims for unemployment insur- 
ance. 

The size and timeliness of the data are among its most important assets. PRESI contains over 
700,000 workers, which permits the narrow focus of this study — a single two-digit SIC industry. Since 
the data set is restricted to workers covered by the Pennsylvania UI program, workers enter the data base 
when they start a job or move into Pennsylvania from another state. In order to minimize the number of 
interstate migrants, I restricted the sample to those whose Social Security Identification Numbers were 
issued in the state of Pennsylvania."^ Over 240,000 workers met this criteria, which is more than enough 



1 For workers with multiple employers during the year, the principal employer is determined as the one for 
which the worker reported the highest earnings. This may underreport the number of people working in the 
relatively low-wage food-service sector. For firms with operations in more than one county, the primary 
county is the one with the most employ nent. 

b 
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observations to allow for stratifications comparing entrants over time, between industries, and extent of 
initial employment, I also omitted workers with earnings prior to 1975, which sharply reduced the num- 
ber of reentrants in the sample. 

Unfortunately, only about 20 percent of the sample contains demographic data. Age and sex are only 
present for those in the sample in 1976 when the Social Security Administration (SSA) provided this in- 
formation, or for people who claimed unemployment benefits. We also know where people worked, but 
not necessarily where they lived. Race, education, and marital status are not available? 

RESULTS: 
Employment 

The number of people who entered the labor force during the 17-year study period is very sensitive to 
cyclical swings in the economy. Figure I reports a sharp drop in the number of entrants in the early 
1980s and a more moderate reduction in 1990-1991, The initial drop coincided with the particularly 
deep recession in 1981-1982, which reduced the incidence of entry in 1982 to less than half the level in 
1978, the peak year. The number of 
entrants fell by over 30 percent in the 
last two years of our study period as 
the recession of 1990 and subsequent 
low job growth reduced opportunities 
for inexperienced workers. Further- 
more, there was an unfortunate timing 
in increases in minimum wages on 
the heels of the recessions in both pe- 
riods, which further reduced job pros- 
pects of potential entrants into the 
labor market. The peak in 1978 oc- 
curred during a strong business expan- 
sion. Part of the spike in 1984 can be 
attributed to a change in UI coverage 
that led many experienced workers to 
first report their earnings to the State Employment Service.'^ 

Figure 1 shows a clear downward trend; the number of entrants in the last half of the study period is 
well below the number of entrants in the first half. This general decline reflects a reduction in the pro- 



2 Since this paper relies on a worker's first appearance in the administrative data to identify that worker as a 
new entrant into the workforce, it was necessary to exclude migrants who may have entered the state with 
long work histories and higher salaries. 

3 It is possible, albeit expensive, to determine age, sex, and race through a match by the Social Security 
Administration (SSA). Disclosure rules prohibit release of the data, so analysis must be done under SSA 
supervision. 

4 In 1984, Pennsylvania levied a payroll tax on earned income to satisfy the state's UI deficit to the federal 
government. The earnings of employees in organizations in which wages are requested to determine 
eligibility for UI benefits, such as the state and local government, were reported in 1984 to ensure 
compliance with the new law. Previously, wages were only reported for the group who claimed UI benefits. 
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portion of Pennsylvania's population reaching working age. Between the census years 1980 and 1990 
the proportion of 15-to-19-year~olds in the general population fell from 9.1 percent to 6.9 percent; 
school enrollment in the 1 1th and 12th grades fell by 36.6 percent between the 1974-75 and 1991-92 
school years. While this was part of a national trend as the Baby Boom of the postwar years gave way 
to the Baby Bust following 1964, the relative drop in the number reaching working age was greater in 
Pennsylvania. 

Structural changes in the state's economy dramatically affected the opportunities available to inexpe- 
rienced workers as well as those already employed. Figure 2 reports the industrial distribution of en- 
trants over the study period. The proportion finding jobs in food service grew from 15 percent in 1975, 
to 23 percent in 1987, falling to 21 percent in 1991. The manufacturing-dominated Mining/Manufactur- 
ing/Construction/Transportation (MMCT) industries, which provided roughly one-third of the state's 

employment, offered fewer jobs to en- 
trants than did the food-service indus- 
try. 

Figure 2 also indicates that the 
sharp increase in entrants in 1984 
noted in Figure 1 were largely em- 
ployed in the service sector. Nearly 
all increases were in the public sec- 
tor — schools, hospitals, and public ad- 
ministration. Furthermore, the 
average earnings of entrants in 1984 
were over twice as high as the initial 
earnings of entrants into the same in- 
dustries in either 1983 or 1985. 
These findings clearly indicate that 
most of the entrants reported in 1984 
were not new to the labor force, but were experienced workers whose earnings were first reported to the 
state. Figure Al in the appendix reports the industrial distribution of entrants into the orivate sector. 
This figure is very similar to the industrial distribution of all entrants, except in 1984. 

Characteristics of Entrants into the Workforce 

Table 1 presents demographic characteristics for whom the information is available as well as job 
characteristics for the full sample. Food-service entrants are nearly evenly divided between male and fe- 
male and usually work part-time. While the data do not report hours worked directly, dividing earnings 
in either of the first two calendar quarters of work by the prevailing minimum wage provides an upper 
bound estimate of the number of hours worked, assuming compliance with minimum wage laws. This 
calculation indicates that over two-thirds of entrants worked fewer than 18 hours per week, and nearly 
one-fifth worked between 18 and 24 hours per week in either quarter. Nearly two-thirds of food-service 
entrants were high school age. This suggests that low earnings simply reflect a high proportion of part- 
time work typical of high school students.^ 



3 1 also generated Tables 1 through 4 for only the private-sector entrants. Only those in services were 

materially affected. The public-sector entrants in 1984 made few job moves compared to other entrants. 

6 Low earnings could also be due to a separate spell of work surrounding a period of joblessness rather than 
very short work weeks. 




4 



Food service also provided 
more initial employment oppor- 
tunities outside major metropoli- 
tan areas than did the service 
sector or other trade industries, 
but fewer than MMCT indus- 
tries, which include more re- 
source-based industries such as 
mining, lumber, and some manu- 
facturing activities. Given the 
general drop in the MMCT sec- 
tor in the last half of the study 
period, food-service employ- 
ment is an important source of 
jobs in relatively depressed areas. 

Table 1 also reports entrants 
as permanent or temporary. 
(Permanent workers were de- 
fined as workers having earnings 
in at least three consecutive quar- 
ters after entry. This eliminates 
purely temporary jobs during the 
summer months.) A higher pro- 
portion of enirajnts into food 
service and other trade sectors 
were permanent workers. Al- 
though entrants in the MMCT 
sector had higher earnings, their 
jobs were often less secure due 
to greater sensitivity to the busi- 
ness cycle, or were more likely 
to be short-term jobs such as 
summer replacements for vaca- 
tioning workers. 













Characteristics of Entrants By Industry of First Job 




(Percent Distribution) 














Industry 






Qiaracteristic 


MMCT 


Food Service Other Trade 


Services 


Sex: 


Male 


10.8 


5.1 


7.3 


4.6 


Female 


6.7 


5.3 


5.7 


6 


Unknown 


82.5 


89.5 


86.9 


89.4 


Age: 


Under 1 8 


3.6 


5.6 


4.9 


2.5 


18-20 , 


5.8 


1.9 


3.4 


2 


21 + 


5.1 


1.1 


2.4 


3.8 


Unknown 


85.6 


91.3 


893 


91.7 


Entry Period: 


1975-1979 


46.6 


33.3 


39.7 


37.1 


1980-1983 


19.9 


23.3 


19.9 


19.3 


1984^1987 


18.4 


25.3 


22.4 


24.7 


1988-1991 


15.1 


20.1 


18 


18.9 


Region: 


Phil&Pgh 


22.3 


31.4 


36.6 


36 


Other Urban 


5i 


49.1 


47.1 


46.9 


Rural 


26.7 


19.5 


16.3 


17.1 


Ownership: 


Public 


4.3 


0.2 


0.1 


14 


Private 


95.7 


99.8 


99.9 


86 


Employment Status: 


Permanent 


37.5 


52.2 


52 


44.2 


Temporary 


62,5 


47.8 


48 


55.8 


— ; 

Earnings as % of Full Time Minimum Wage Employment 


Under 50% 


30.4 


67.8 


46.8 


47.1 


50% -75% 


10.7 


18.6 


20.4 


13.7 


75%- 100% 


8.7 


7.3 


1 1.4 


8.8 


100%- 125% 


8.1 


3.2 


6.4 


6.7 


125% + 


42.1 


3.1 


15 


23.8 


Total 


56.869 


46,277 


60.893 


74.395 


(Percent) 


23.90% 


19.40% 


25.50% 


31.20% 


Notes: 










MMCT = Mining. Manufactunng. Construction and Transportation 






Other Trade = Wholesale and Retail Trade outside food service 






Services = Financial, Services, and Administration 






Employment Status' Temporary = 


less than three quarters with earnings 




Earnings % based on full-time. 35 hrs7week at minimum wage 







Industry Mobility 

Table 2 documents the preponderance of industry mobility and sample attrition among entrants into 
the workforce. The table reports movement within two-digit and one-digit SIC industries along with em- 
ployment in new one-digit SIC industries {New Industry), A worker who entered the labor force manu- 
facturing industrial machinery and equipment (SIC 35) and left that job to manufacture /a/7nca/e<i metal 
products (SIC 34) would have made an employment move within industries measured at the two digit 
level but stayed within the same industry measured at the one industry level. Fewer than half of the en- 
trants into any sector continued to receive a majority of their earnings in the same industrial sector in the 
following year. On average, less than 20 percent worked in the same two-digit sector three years after 
entry, and five years later only 1 1 percent (outside service industries) had not switched. (Most of the dif- 
ference between the service sector and other industries is eliminated if the sample is restricted to private- 
sector workers.) Food-service entrants reported the highest incidence of remaining in the san e industry 

o . H — 
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Table 2 

Mobility Outcomes of Entrants By Years After Entry 

(Percent Distribution) 



Mobility 



Industry 



in the year after entry. How- 
ever, the differences narrowed 
after three years and were virtu- 
ally eliminated after five years. 

Typically better-paid 
MMCT workers left the sample 
at higher rates than other en- 
trants, while lower-wage food- 
service entrants were the most 
likely to remain in the sample 
in the next year (5L5 percent- 
vs. 27.4 percent, respectively). 
After five years, 58.6 percent of 
MMCT and 40.6 percent of 
food-service entrants dropped 
out of the sample. The high at- 
trition rates of the MMCT work- 
ers could be the result of two 
factors. Many of the largest 
manufacturing firms have opera- 
tions in several states, which 
raises the probability of an inter- 
state transfer. These firms were also the most sensitive to the adverse business climate in the recession. 
Many factories closed or sharply reduced employment, which created long spells of unemployment and 
joblessness. Nonetheless, the relatively lower dropout rates among food-service entrants is surprising, 
given their y unger age and the higher migration rates of younger people.^ 



Outcome 


MMCT 


Food Service 


Other Trade 


Services 


One Year 


Same 2 -Digit 


31.12% 


48.51% 


45.10% 


43.20% 


Same l-Digit 


2.22% 


10.68% 


7.40% 


2.30% 


New Industry 


15.13% 


13.39% 


16.92% 


17.54% 


Dfiopout 


51.53% 


27.42% 


30.59% 


36.97% 




100% 


100% 


100% 


100% 


Three Years: 


Same 2 -Digit 


15.67% 


18.25% 


18.21% 


20.81% 


Same l-Di^ 


3.66% 


15.70% 


10.95% 


3.97% 


New Industry 


23.86% 


29.83% 


31.06% 


28.94% 


Dropout 


56.80% 


36.22% 


39.79% 


46.28% 




100% 


100% 


100% 


100% 


Five Years: 


Same 2-Digit 


1 1.27% 


I 1.07% 


1 1.29% 


15.38% 


Same 1 -Digit 


3-89% 


!3.4I% 


10.02% 


4.58% 


New Industry 


26.19% 


34.95% 


34.21% 


30.33% 


Dropout 


58.65% 


40.56% 


44.48% 


4971% 




100% 


100% 


100% 


100% 



Earnings 

Table 3 presents the initial earnings by next year*s mobility outcome along with earnings one, three, 
and five years after entry by mobility outcome. Workers in MMCT industries average over twice the in- 
itial earnings reported by entrants in the trade sector and more than four times as much as food-service 
entrants. Workers who leave the sample in the next year report higher average initial earnings than oth- 
ers, which implies that well-paid workers are the most mobile. Those workers who do remain in the 
same two-digit industry have higher than average entry earnings than those who change industries. 

Workers who remain in food service have lower earnings in all subsequent years than industry chang- 
ers. After five years, workers who remain in food service earn slightly more than half as much as en- 
trants in other trade sectors and about one-third as much as those who stay in the same two-digit SIC 
outside the trade sector. The low earnings of workers continuing in the food-service industry reflects 
the general industry earnings relationship as food service provides the lowest hourly wages and shortest 
work week of any two-digit SIC.^ 

Entrants into other sectors accumulate more valuable experience and their earnings growth is higher 
if they stay in the same two-digit SIC industry than if they go elsewhere. They also enjoy higher earn- 



7 Dropouts do not include workers who cannot be followed beyond the end of the study period. 

8 See Employment and Earnings for reports of hourly wages and the length of the work week. 
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ings than entrants into food service regardless of mobility outcome. While entrants outside the food- 
service industry enjoy higher earnings if they do not change industries, only 1 1.3 percent of MMCT 
workers and 15.4 percent of those in services are still in the same industry five years after entry. But the 
large majority of workforce entrants move to new industries, and their earnings five years after entry 
have little to do with where they first worked. 

These results raise questions about why people remain in food service when movers enjoy real earn- 
ings gains. One possibility is 
that since more entrants into the 
food-service sector begin in part- 
time jobs, many continue to 
work part-time. The average 
work week in the industry is be- 
tween 25 and 28 hours, which is 
categorized as part-time employ- 
ment. Most people who work 
part-time do so for reasons other 
than failure to find a full-time 
job. They may have family re- 
sponsibilities, or they may be 
continuing their education, or 
have other reasons to work less. 
Hence, the low earnings of most 
food-service employees reflect, 
to some degree, preferences for 
less than full-time employment. 
In addition, food-service person- 
nel working as waiters receive 
tips that are iikely to be under- 
reported; their earnings may be 
much higher than our data indi- 
cate. 

While Table 3 reports earn- 
ings after entry, it does not di- 
rectly report earnings change 
associated with a job change. 
Table 4 fills in this gap. Table 4 
quarterly earnings for the first three times a worker moves to a new industry. A move to a new industry 
can be a move at either the one-digit SIC level or at the two-digit SIC level. Since eating and drinking 
places are a two digit sub-classification of the broader other trade sector there can be, by definition, no 
industry changes that leave a worker in the same two digit industry. A worker in an eating and drinking 
establishment that moved to another two-digit trade sector would be making an industry move from Eat- 
ing and Drinking to Other Trade. Again, earnings growth mirrors the industry wage profile indicated in 
Table 3. Workers who leave the food-service industry double their earnings, with the largest gains en- 
joyed by those moving into the MMCT sector. Those moving into the food-service sector from MMCT 
industries report substantially lower earnings. 

Table 4 also testifies to earnings growth during the study period. The base earnings prior to the sec- 
ond and third move are uniformly increasing, although the incidence of moving into high-wage sectors 
declines with the number of industry changes reported. 



Table 5 

Real Quarterly Earnings and Earnings Growth By Industry 
and Mobility Outcome (1991 dollars) 


Mobility 
Outcome 


MMCT 


Industry 
Food Service Other Trade 


Services 


Ir.ltial Quarterly Earnings: 


Same 2 -Digit 


$2,724 


$797 


$1,415 


$2,209 


Same 1 -Digit 


$2,087 


$573 


$870 


$1,104 


New Industry 


$L466 


$620 


$904 


$931 


Draxxjt of Sample 
In Nftxt Year 


$3,829 


$745 


$2,223 


$Zltl 


Quarterly Eamlngs After One Year 


Same 2 -Digit 


$3,214 


$998 


$1,722 


$2,574 


Same 1 -Digit 


$2,723 


$1,005 


$1,274 


${.605 


New Industry 


$1,678 


$1,279 


$1,444 


$1,415 


Dropout of Sample 
In Next Year 


$275 


$78 


$98 


$107 


Quarterly Earnings after Three Years: 


Same 2 -Digit 


$4,261 


$1,443 


$2.61 1 


$3,659 


Same 1 -Digit 


$3,613 


$1,637 


$2,015 


$2,358 


New Industry 


$2,571 


$2,156 


$2,367 


. $2,217 


Dropout of Sample 
In Next Year 


$t3l 


$107 


$101 


$73 


Quarterly Eamlngs after Five Years: 


Same 2-Digit 


$4,760 


$1,774 


$3,306 


$4,429 


Same 1 -Digit 


$4,156 


$2,262 


$2,636 


$3,090 


New 'ndustry 


$3,211 


$2,908 


$3,069 


$2,930 


Dropout of Sample 
In Next Year 


$123 


$123 


$107 


$77 



shows the average quarterly earnings and the change in average real 
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Long-Term Earnings and the Point of Entry into the Labor Market 

Table 5 compares the earnings at the end of our study period by the industry and time of entry. In- 
itial earnings differences between industries are sharply reduced by the end of the period for workers 
who found their first job before 1984. The earnings of entrants in MMCT are lower in 1991 than that of 
service sector entrants and only 9.2 percent higher than entrants in food service. 



TaBIc 4 

Quarterly Earnings and Earnings Change By Industry Mobility 

Industry New Industry 

Origin MMCT Food Service Other Trade Services 


A. FIRST MOVE 


MMCT: 










Base Earnings 


$2,129 


$1 547 


$1,797 


$2,165 


Change 


$796 


($594) 


($5) 


$97 


Food Service: 










Base Earnings 


$721 


n/a 


$638 


$669 


Change 


$1,214 


n/a 


$564 


$868 


Other Trade: 










Base Earnings 


$i.233 


$842 


$1,064 


$1,107 


Change 


$1,217 


$71 


$545 


$781 


Servkcs: 










Base Earnings 


S\307 


$876 


$1,030 


$1,474 


Change 


$L086 


($1) 


$398 


$801 


B. SECOND MOVE 


MMCT: 










Base Earnings 


$2,426 


$1,628 


$2,134 


$2,074 


Change 


$726 


($452) 


$174 


$259 


Food Service: 










Base Earnings 


$918 


n/a 


$854 


$886 


Change 


$M39 


n/a 


$563 


$853 


Other Trade: 










Base Earnings , 


$1,575 


$1,023 


$1,379 


$1,276 


Change 


$1,064 


$75 


$579 


$797 


Services: 










Base Earnings 


$L720 


$1,132 


$1,460 


$1,799 


Change 


$1,068 


$11 


$394 


$827 


C. THIRD MOVE 


MMCT: 










Base Earnings 


$2,840 


$1,817 


$2409 


* 


Change 


$576 


($481) 


$203 


« 


Food Service: 










Base Earning 


$1,205 


n/a 


$1,086 




Change 


$!.207 


n/a 


$782 


« 


Other Trade: 










Base Earnings 


$2,078 


$1,325 


$1,657 


$1,855 


Change 


$940 


($55) 


$635 


$675 


Services: 










Base Earnings 


$1,994 


$1,307 


$1,547 


$2,389 


Change 


$1,055 


$0 


$684 


$575 


• Sample size loo small lo permit accurate estimation. 



Workers first employed in 
food service prior to 1984 en- 
joyed earnings gains equal to 
between four and five times 
their initial earnings, which 
raised their earnings to levels 
comparable to other workers. 
Food-service entrants after 
1987 ended the period with 
sharply lower earnings than 
workers who were first em- 
ployed elsewhere. However, 
their earnings growth averaged 
57 percent compared to a mod- 
est gain of 6.4 percent among 
service-sector entrants, and a 
decrease of 4 percent for those 
in MMCT. 

Pennsylvania vs. the 
Nation 

The PRESI data only con- 
tain information on workers 
covered by the Pennsylvania 
UI program. Direct inferences 
about entrants outside the State 
are valid to the degree that en- 
trants in the state have similar 
experiences as workers else- 
where. Consequently, this sec- 
tion focuses on the 
applicability of the Pennsylva- 
nia experience to the nation as 
a whole. 

The growth in food-service 
employment in Pennsylvania is 
very similar to that of the na- 
tion. Figures 3 and 3a show food-service employment at the State and national levels based on monthly 
data.^ In both cases there is a positive trend and a strong seasonal component, with robust increases in 



9 The Pennsylvania data come from the PA Department of Labor and Industry and the national data is from 
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Table 5 

Real Quarterly Earnings and Earnings Growth By Industry 
and Entry Period - 1991 Dollars 

Industry 



the summer months, although 
the nation's growth exceeds the 
State's. Consequently, Pennsyl- 
vania's share of total food-serv- 
ice employment fell from 4.9 
percent to 4.2 percent between 
1975 and 1991. Decreases oc- 
curred both before and after the 
economic restructuring during 
the 1981-1982 recession. In 
part, the state's relatively 
smaller food-service sector is 
due to the relatively smaller em- 
ployment growth in the state 
than in the nation. The declin- 
ing population of young people 
also reduced the labor pool and 
the demand for the industry's 
output, while the sharp reces- 
sion lowered employment, re- 
duced income, and accelerated 
out-migration, which added to 
the downward trend. 

Figure 4 reports the fraction 
of Pennsylvania and U.S. employment in the food-service industry. There is a positive trend, with sea- 
sonal swings. Food service employs a higher percentage of U.S. workers, although the difference nar- 
rowed in 1983 and 1984 and then widened until the end of the period. Again, demographic differences 
between Pennsylvania and the rest of the nation account for the differences. 

The ratio of entrants to food-service employees in Pennsylvania is used as a basis for predicting the 
number of entrants in the nation. Figure A3 in the appendix reports the predicted entrance into food 
service in the nation by multiplying the ratio of food-service entrants to total food-service employment 
by employment in the nation. The number of entrants is marked by seasonal swings, but there is no dis- 
cemable trend. The recession years, 1980-1982, reduced entry sharply during the peak summer quarters. 

Differences in economic and demographic characteristics between Pennsylvania and the nation feed- 
back on both the demand for the output of the industry and the available pool of potential entrants. For 
example, during the study period, national employment grew by 13.9 percent, compared to 9 percent in 
the state. Between the cenjius years 1980 and 1990, Pennsylvania's population was virtually stagnant 
(.15 percent increase), compared to an 8.3 percent jump nationally. Furthermore, in 1990, 15.4 percent 
of Pennsylvania residents were at least 65 years old compared to 12.6 percent of U.S. residents. 



Entry Period 


MMCT 


Food Service 


Other Trade 


Services 


1975-1979: 


Initial Earnings 


$3,504 


$848 


$ 1 .84 1 


$2,343 


1991 Earnings 


$5.2^ 


$4,821 


$5,183 


$5,567 


% Change 


50.30% 


468.40% 


181.40% 


137.60% 


1980-1983: 


Initial Earnings 


$2,960 


$724 


$1,525 


$1,718 


Earnings 


$4.63! 


$4,103 


$4,346 


$4,633 


% Change 


56.50% 


467.40% 


185.00% 


169.60% 


1984-1987: 


Initial Earnings 


$2,464 


$662 


$1,220 


$1,562 


1991 Earnings 


$3,579 


$2,555 


$2,919 


$3,261 


% Change 


45.30% 


285,80% 


139.30% 


108.80% 


1988-1991: 


Initial Earnings 


$2,724 


$631 


$1,200 


$1,742 


1991 Earnings 


$2,614 


$992 


$1,420 


$1,853 


% Change 


-4.00% 


57.20% 


18.40% 


6 40% 



Employment and Earnings. Both are based on ES202 reports. 

10 Figure A2 in the appendix shows that the trend in the incidence of entry into food-service firms magnifies 
the seasonal fluctuations in total employment but with a downward trend. While the number of entrants is 
falling over time, a growing proportion of new jobs are in food service. For example, food service employed 
only 42 percent of state workers in 1991, yet offered first jobs to 21 percent of Pennsylvanians who began 
working that year. 

±0 
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Differences in the demographic composition of the state and nation implies that calculation using 
fixed entrant-to-employment ratios underestimates the number of entrants in the United States, as there 
are relatively more people who would make themselves available for food-service employment. To 
overcome these difficulties, I use regression analysis to explain the number of entrants in the Pennsylva- 
nia economy in each quarter of the 
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Figure 5.1 



U.S. Food Service Employment 



study period. 

The results are in Table 6. The 
first two columns report regression re- 
sults using the number of workforce 
entrants as the dependent variable 
while the last two columns use the log 
of workforce entrants as the depend- 
ent variable. 

All coefficients are statistically sig- 
nificant at the 5-percent level and 
most at the 1 -percent level. As ex- 
pected, the number of entrants into 
food service is positively related to 
both the size of the of the population 
and the overall size of the industry. 
The effect of the Food Service Em- 
ployment variable on entrants oper- 
ates in two ways: job openings 
available to entrants can occur as 
firms expand their employment (new 
hires) or hire one worker to replace 
another who moves on for various rea- 
sons (replacement hires). Replace- 
ment hiring increases with the size of 
the industry and the coefficient on em- 
ployment in the industry strongly con- 
firms the importance of replacement 
hiring. The unemployment rate coef- 
ficient in column 3 implies that entry 
rises by almost 4 percent for each 1- 
percent gain in employment. 

Although the number of new hires 
in food service depends on the growth 
of the sector it also exhibits a strong seasonal component, as can be seen in appendix figures A2 and A3. 
This is estimated in the regression via a dummy variable for Spring/Summer Quarter employment. That 
variable is highly positive. 

Pennsylvania's population is counted directly only in census years requiring that it be estimated in 
the intervening years. The estimation method chosen was to proxy the pool of potential entrants by us- 
ing enrollment in the 1 1th and 12th grade since it closely matches the population of potential entrants. 
Entry increases directly with the size of the population of potential entrants, as shown by the positive co- 
efficient in column 3. That coefficient also indicates that the increase in entrants in food service exceeds 
the percentage increase in the population of all entrants. This also expUiias the downward trend in en- 
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Figure 4 



Food Service/Total Employment 
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trants observed in the data, since school enrollment dropped by 36.6 percent between the 1974-1975 and 
1990-1991 school years. Out-migration further decreased the number of people in the age group most 
likely to start new jobs. 

The minimum wage variable shows that increases in real minimum wage reduced the openings for in- 
experienced workers. What would be cons idered entry-level jobs simply went to more experienced 
workers. This result raises fears that 
policies that increase labor costs, such 
as minimum wage increases and man- 
datory health benefits, reduce the op- 
portunities available to inexperienced 
workers. While the majority of em- 
ployed workers will have higher earn- 
ings, the costs of these programs fall 
on those new labor force entrants who 
fail to find work. 

It is tempting to attribute the de- 
cline in entrants in association with the 
higher minimum wage to the fact that 
the minimum wage increase took place 
in a time of economic contraction 
marking the onset of the recession. Note, however, that the regression results show cyclical sensitivity 
of entry into food service as fewer people move into jobs at times of high unemployment. The trend in 
food-service employment, however, did not change during recessionary times, suggesting that the pri- 
mary employment effect in food service manifested itself not in a relative employment decline but in 
fewer opportunities for entrants: jobs that typically went to entrants were filled by more experienced 
workers. 

Extrapolating these regression results based on Pennsylvania data to the national experience of work- 
force entrants yielded mixed re- 
sults. Substituting national data 
for food-service employment in 
this estimated equation resulted 
in predicted values for entrants 
nearly the size of the entire in- 
dustry. Nevertheless, a number 
of important findings emerged 
from the estimation. Most nota- 
bly, the estimation clearly 
showed that the ability of new 
entrants to secure entry level 
employment was markedly re- 
duced by the increase in the 
minimum wage. While this estimation was not able to address the question of whether or not the overall 
employment effect was positive or negative, it shows that we must re-orient our focus in evaluating the 
minimum wage to include an awareness of who sits in those jobs. In addition, the Pennsylvania experi- 
ence clearly addresses the effect of the unemployment rate on workforce entrants, as the national and 
state experience are quite similar. 
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Regression Results 














Dependent Variable 






Entrants into 


Log Entrants into 


Independent 


Food Service 


Food Service 


Variable 


Coefficient 


t-stat 


Coefficient 


t-stat 


Population 


0.008 


10.124 


3.395 


10.029 


Food-Service Employment 


7.2 


7.162 


1.746 


6.212 


Unemployment Rate 


-12.374 


-2 189 


-0.036 


-3.959 


Minimum Wage 


-125.49 


-2.267 


-0.228 


-2.605 


Spnng/Summer Quarter 


257.282 


11.762 


0.434 


12.506 


Constant 


-3204.45 


-6.687 


.45.375 


-8.655 


Adjusted 




0.8606 




0.8474 
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Concluding Remarks 

The path to the economic mainstream begins in the food-service industry for about 22 percent of en- 
trants into the Pennsylvania labor market. This represents an increase of 50 percent from 1975. The 
earnings of entrants into food service lag behind the earnings of entrants into other industries just as the 
earnings of experienced food-service workers fall short of the earnings of experienced workers in other 
sectors. Furthermore, workers who leave the industry earn more than those who stay in food service. 
The earnings differential comes from both lower wages and a shorter work week. To the extent that 
many people prefer less than full-time work, earnings differences are overstated, as the compensation on 
part-time jobs is less than on full-time ones. Workers with a strong preference for part-time work often 
accept lower wages as compensation for a more preferred work schedule.^ ^ 

Changes in the labor market for inexperienced workers reduced their earnings as the proportion of 
relatively low-wage jobs increased. Job mobility, however, is an important feature of the U.S. labor mar- 
ket. Most new positions last a short while and earnings grow as workers move elsewhere. Furthermore, 

entrants into the trade sectors, including food service, develop com- 
munication skills that are widely used in other industries, which 
promotes a worker's ability to take advantage of opportunities in 
other industrial sectors. Increase in food-service employment, 
moreover, did not cause fewer manufacturing jobs, but rather 
served to absorb the labor market slack created by the demise of 
manufacturing in industrialized regions such as Pennsylvania. 



The ability of workforce entrants to 
move beyond their very low initial 
ivages, effectively closing the gap with 
xoorkers loho began on a supposedly 
faster career track, demonstrates that we 
need to do aioay loith the many precon- 
ceptions toe hold about entry level work. 
That work is indeed performed at a low 
wage, but the vast majority of these 
workers soon move on to more highly- 
paid employment. 



The ability of workforce entrants to move beyond their very low 
initial wages, effectively closing the gap with workers who began 
on a supposedly faster career track, demonstrates that we need to 
do away with the many preconceptions we hold about entry level 
work. That work is indeed performed at a low wage, but the vast 
majority of these workers soon move on to more highly-paid employment. 

The lesson for welfare reform and ether government-sponsored training efforts is that the earnings 
and employment status of experienced workers has almost nothing to do with where these workers were 
first employed or how much they earned. Welfare reform should not be derailed by claims that there are 
no jobs immediately available which pay the equivalent of existing cash and in-kind benefits. 

These results argue for a longer view beyond initial earnings. A reasonable goal would be to get peo- 
ple into jobs similar to those found by other inexperienced workers in the expectation that their earnings 
growth will be similar to that of workforce entrants in this data set. 



12 



At the same time, policies which affect the cost of employment — such as higher minimum wages and 
payroll taxes — should be seriously re-evaluated. Higher costs for inexperienced workers lead to substitu- 
tion of capital for low-wage labor, e.g., vending machines, as well as reducing output and and employ- 
ment in the competitive retail trade sector which employs most entrants. Industries such as food-service 



11 In 1991 only 26.7 percent of people employed part-time did so for economic reasons such as inability to find 
full-time work. Sec Employment and Earnings, January 1992. 

12 AdmiUedly, welfare beneficiaries have characteristics that differ from the population of workforce entrants 
as a whole. For example, they are typically single women with children and have reduced fiexibility to 
engage in market work. This may also make it more likely that they periodically leave the labor force. They 
may also have less formal education than entrants in this data set. Their innate ability to work and advance, 
however, may be closer to that of inexperienced workers than to other workers in society. 

lb 
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are poorly positioned to pass along cost increases as price increases, since food-service competes with 
home production — meals at home. 



Income support could be provided to low-wage workers in ways which would not reduce the number 
of available jobs. For example, wage subsidies could be instituted 
which provide additional earnings to workers for a transitional period 
after finding work, and the government could continue to provide 
health care to former welfare recipients. This mix of programs could 
help people get started on the road to economic self-sufficiency. 



... it is clear that the ability of 
workforce entrants — by definition, 
the least skilled workers in the mar- 
ketplace — to secure employment is 
adversely affected by changes in the 
minimum wage. 



Finally, it is clear that the ability of workforce entrants — by defini- 
tion, the least skilled workers in the marketplace — to secure employ- 
ment is adversely affected by changes in the minimum wage. 

Understanding the effect of higher minimum wages can only partially be addressed by the employment 
issue. It is fundamentally more important to ask who gets — and doesn't get — those jobs. 
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